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Before the
FEDERAL COMMUNICATIONS COMMISSION
Washington, D.C. 20554

In the Matter of
Implementation of

the Local Competition Provisions of
the Telecommunications Act of 1996

CC Docket No. 96-98

Deaveraged Rate Zones for
Unbundled Network Elements
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Declaration of Sherry Lichtenberg

I, Sherry Lichtenberg, depose and state as follows:

1. I am Senior Manager, OSS Interfaces and Facilities Product Development, for the
Mass Markets Division of MCI WorldCom. My duties include designing, managing and
implementing MCI WorldCom’s provision of local telecommunications services to residential
customers on a mass market basis. Among other things, I am responsible for identifying
requirements for the development of operations support systems (“OSS”) and facilities testing,
including MCI WorldCom’s participation in third-party testing throughout the country and state-
by-state residential market entry/readiness assessment. I have been a member of the MCI
WorldCom local service organization for 2 years. Prior to joining MCI WorldCom, I was
employed by AT&T for 15 years. My previous experience includes positions as Strategic Pricing
Director for AT&T Government Markets, Product Manager for hospitality products, and
Strategic Planning and Support Director for the Government sector. I was a member of the initial
development team for AT&T’s first digital PBXs (System 75 and System 85) and worked on

AT&T’s initial post-divestiture ordering system, DOSS.




2. In order to enter the residential mass market for local phone service in a given
geographic area, MCI WorldCom must have the capacity to serve thousands of new customers,
regardless of their location within the region served. This is because mass-market competitive
entry on a commercially significant level requires economies of scale and broad-based sales and
marketing efforts. Tluis, competitive entry into mass markets requires broad access to a network
that would enable MCI WorldCom to offer service simultaneously to thousands of customers.
Given this need, it is not possible for MCI WorldCom to enter mass markets gradually while it
builds out its own local network facilities.

3. Under current market and regulatory conditions, it is also not possible for MCI
WorldCom to enter local residential markets by reselling ILEC services. The principal
disadvantages of resale are product differentiation and cost. A reseller by definition can offer
consumers only the exact same service that is already available from the ILEC itself. Indeed,
because the Act as interpreted does not require ILECs to make available for resale services such
as voicemail, through resale competitors cannot even offer all of the services already available to
consumers directly from ILECs. As a result, resellers cannot diﬁ‘erentiafe the services they offer.
This is a major limitation on resale as a competitive entry strategy. But by far the largest problem
with resale is cost. In almost every market, for almost every customer, the wholesale rates set by
the states make it unprofitable to compete through resale. At the rates that have been adopted
across the country, resale is not a profitable competitive strategy for MCI WorldCom over the
long term.

4. Thus, the only way that MCI WorldCom can presently enter many residential mass

markets for local phone service is by leasing unbundled network elements (UNEs) from an




ILEC’s ubiquitous network. MCI WorldCom has worked hard to put together viable residential
mass market offerings using UNEs in several markets, including New York, where MCI
WorldCom’s efforts are furthest along.

5. MCI WorldCom’s experience in creating residential mass market offerings using
UNEs has shown that there are innumerable critical preconditions to successfully entering mass
markets in this way. One especially critical hurdle is insupportably high prices for UNEs, which
create an absolute barrier to competition that stops residential UNE-based mass market entry
before it can even get started. Obviously, neither MCI WorldCom nor any other competing
phone company can afford to enter a residential mass market if the cost of inputs for mass market
service exceeds the revenue that can be received for selling that service. There are numerous
states that currently have UNE prices that are too high to allow MCI WorldCom to enter into
mass markets there. For example, UNE rates in two of the largest states, California and Florida,
are too high for MCI WorldCom to compete using UNEs (or by any other entry strategy).

6. Averaging UNE rates across an entire state has the effect of making UNE rates
much higher in densely populated urban areas than they would be if these rates were deaveraged
into a minimum of three density zones. Because densely populated urban areas create economies
of scale and require much shorter loops connecting switches to customer premises, it costs much
less to provide UNEs in urban areas than in sparsely populated rural areas. To take one example,
in Illinois the deaveraged loop rate for the most densely populated area (Zone 1) is $2.59, while
for the least densely populated areas (Zone 3) it is $11.40, or 4.4 times the Zone 1 rate. And the
average rate across all three zones in Illinois is $9.65, or 3.7 times the Zone 1 rate. Thus, if UNE

prices were averaged rather than deaveraged in Illinois, the price of a local loop in the heart of




Chicago would be 3.7 times what it is now. Non-cost based rates in urban areas also block entry
into adjacent non-urban areas, due to the economies of scale necessary for mass market entry.

7. For states that have so far refused to deaverage UNE prices, such as California and
Florida, it is by definition presently impossible to calculate exactly how much lower the UNE
prices for urban areas will be when the utility commissions in those states finally do set
deaveraged rates. However, experience with deaveraging indicates that prices in urban areas will
be much lower than they are now. As a result, it is very likely that in some areas where averaged
UNE prices are currently too high to allow mass market entry by MCI WorldCom, profitable
UNE-based mass market entry will become economically feasible once deaveraging occurs.

8. In those areas where averaged UNE prices presently preclude UNE-based
residential mass market entry, further delay in deaveraging will have long-term consequences as
well. Given the huge investments and substantial human resources needed for mass market entry
in a geographic area, MCI WorldCom estimates that actual entry into mass markets is likely to
come only 12 to 18 months, or even more, after states regulators set deaveraged rates that make
UNE-based entry economically viable.

9. In addition, further delay in setting long-term UNE rates has an immediate
negative impact on MCI WorldCom’s ability to develop and implement its local business strategy.
Local service entry by its nature requires long-term planning. Without knowing now whether and
when local loops will be available at cost-based rates, it is extremely difficult to plan intelligently
for the future. The kinds of local service MCI WorldCom decides to offer customers in 2000 and
2001 -- and the kinds of equipment we will use to provide that service -- depend on investment

and market entry choices MCI WorldCom must make now. Thus, even apart from the level of
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UNE prices set by regulators, constant regulatory changes which lead to constantly changing
prices create their own serious planning problems. MCI WorldCom expected and planned for
some level of regulatory uncertainty as the Telecommunications Act of 1996 was put through its
paces. But the continued uncertainty ensured by not enforcing the FCC’s deaveraging rule for the
foreseeable future makes it very difficult to make sensible investment decisions, with long-term
adverse repercussions.

10.  Competitive realities dictate that MCI WorldCom make every effort to compete in
local markets. When i~ICI WorldCom is prevented from entering a residential mass market, its
losses are not limited to the charges residential customers pay for basic local service. Providing
basic local service is also the prerequisite for MCI WorldCom to be aole to market advanced
services and features (such as voicemail, call waiting, caller ID, etc.) to residential customers and
to collect access charges from a residential customer’s long-distance provider. Entering the
residential mass market for local service is also a prerequisite for MCI WorldCom to market “one-
stop shopping” packages that combine local and long-distance service in a single offering, thereby
leveraging MCI WorldCom’s long-distance services.

11.  MCI WorldCom has an additional direct and immediate financial interest in
competitive entry into local mass markets. By providing UNE-based local service, MCI
WorldCom will not incur the exorbitant access charges imposed upon it by the current monopoly
providers of local service. Furthermore, even if MCI WorldCom does not provide local service to
all of its own long-distance customers, effective competition in local markets (by MCI WorldCom
and other new entrants) will force the ILECs to lower the access charges paid by long-distance

carriers. The ability to reduce these access charges doubly benefits MCI WorldCom, because




current exorbitant access charges both greatly increase MCI WorldCom’s own cost of doing
business as a long-distance provider, and give the monopoly ILECs war chests with which to
compete against MCI WorldCom. Regulations that delay competitive entry into local markets
also delay the onset of these benefits.

I declare under penalty of perjury that the foregoing is true and correct.

Dated: June _/8 1999
JKM/‘M &ﬁfw

Shefry Lichtenberg




CERTIFICATE OF SERVICE

I, William M. Hohengarten, hereby certify that I have this 10th day of June 1999 caused a

true copy of MCI WORLDCOM, Inc. and AT&T Corp.’s Motion for a Stay Pending Judicial

Review to be served on the parties listed below by First Class Mail, postage prepaid:

Christopher J. Wright

General Counsel

Federal Communications Commission
445 12th Street, SW, Rocm 8C723
Washington, DC 20554

(VIA HAND DELIVERY)

ITS, Inc.

445 12th Street, S.W.
Washington, DC 20554
(VIA HAND DELIVERY)

Michael S. Pabian

Counsel for Ameritech

Room 4H82

2000 West Ameritech Center Drive
Hoffman Estates, IL 60196-1025

J. Tyson Covey
Counsel for Ameritech
Mayer, Brown & Platt
190 S. LaSalle Street
Chicago, [L 60603

B.B. Knowles, Director of Utilities
Dave Baker, Chairman

Georgia Public Service Commission
244 Washington Street, SE

Atlanta, GA 30334-5701

James A. Eibel

Network Reliability Council I
Secretariat

7613 William Penn Place
Indianapolis, IN 46256

Rodney L. Joyce

J. Thomas Nolan

Ginsburg, Feldman and Bress

Counsel for Southern New England Tel. Co., Ad Hoc
Coalition of Corporate Telecomm. Managers

1250 Connecticut Avenue, NW

Washington, DC 20036

Janet Reno

Attorney General of the United States
U.S. Dept. of Justice

10th Street and Constitution Ave., N'W.
Washington, D.C. 20530

(VIA HAND DELIVERY)

Robert M. McKenna

Kathryn Marie Krause

James T. Hannon

US West, Inc.

1020 19th Street, N.W., Suite 700
Washington, D.C. 20036

Robert J. Sachs

Howard B. Homonoff
Continental Cablevision, Inc.
Lewis Wharf, Pilot House
Boston, MA 02110

Brenda L. Fox

Continental Cablevision, Inc.
1320 19th Street, N.W., Suite 201
Washington, D.C. 20036

Frank W. Lloyd

Donna N. Lampert

Mintz, Levin, Cohn, Ferris, Glovsky & Popeo
Counsel for America Online, Inc.

701 Pennsylvania Avenue, N.W.

Suite 900

Washington, D.C. 20004

Ronald J. Binz, President

Debra Berlyn, Executive Director
Competition Policy Institute

1156 15th Street, NW, Suite 310
Washington, D.C. 20005

Lee M. Weiner

Douglas W. Kinkoph

LCI International Telecom Corp.
8180 Greensboro Drive

Suite 800

McLean, VA 22102




Kathleen A. Carrigan

Madelyn M. DeMatteo

Alfred J. Brunetti

Maura C. Bollinger

Southern New England Tel. Co.
227 Church Street

New Haven, CT 06506

Laurie Pappas

Deputy Public Counsel

Texas Office of Public Utility Counsel
7800 Shoal Creek Blvd.

Suite 290-E

Austin, TX 78757

Robert C. Glazier

Director of Utilities

Indiana Utility Regulators Commission
302 W. Washington Strect

Room E306

Indianapotis, IN 46204

Paul J. Berman

Alane C. Weixel

Covington & Burling

Counsel for Anchorage Telephone Utility
1201 Pennsylvania Ave., N.-W.

PO Box 7566

Washington, DC 20044-7566

Thomas K. Crowe

Counsel for Excel Telecommunications, Inc.

2300 M Street, N.W., Suite 800
Washington, DC 20037

Richard A. Finnigan

Washington Independent Telephone Assoc.
2405 Evergreen Park Drive, SW.

Suite B-1

Olympia, WA 98502

Robert J. Aamoth

Jonathan E. Canis

Wendy Kirchick

Reed Smith Shaw & McClay

Counsel for Intermedia Communications, Inc., LCI

International Telecom Corp., and Competitive
Telecommunications Assoc.

1301 K Street, NW

Suite 1100 East Tower

Washington, DC 20005

Morton J. Posner

Eric J. Branfman

Phyllis A. Whitten

Swidler & Berlin, Chartered
Counsel for GST Telecom, Inc.
and WinStar Communications
3000 K Street, NW

Suite 300

Washington, DC 20007

Emest G. Johnson, Director

John Gray, Sr. Asst. General Counsel
Maribeth D. Snapp, Deputy General Counsel
Oklahoma Corporation Commission

PO Box 25000-2000

Oklahoma City, OK 73152-2000

J. Christopher Dance
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Excel Telecommunications, Inc.
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Suite 1220

Dallas, TX 75243

Weldon B. Stutzman
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Idaho Public Utilities Commission
472 West Washington Street
Boise, Idaho 83702
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New York University
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Albert Halprin

William F. Maher
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Halprin, Temple, Goodman & Sugrue
Counsel for Northern Telecom, Inc. and
BellSouth Corporation

1100 New York Avenue, NW.

Suite 650, East Tower

Washington, DC 20005
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Washington, DC 20001
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